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ADVANCE LETTER ON 

GENERAL BUSINESS CONDITIONS 

September 16, IQ20 

(The Date Refers to the Day op Final Revision) 



IN August the prices of commodities suffered a further 
decline. The volume of business, as indicated by 
bank clearings outside New York City corrected for 
seasonal variation, continued in August at the July 
level. As a result of the recessions in prices curve B, 



United States, measured in physical units, for 1920 and 
preceding years. The figure for 1920, based upon the 
Department of Agriculture's recent estimates of leading 
crops, indicates that the total volume will be greater 
this year than in any preceding year. Index numbers of 
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Group A — Speculation : New York Bank Clearings, Shares Traded on the New York Stock Exchange, Price of Industrial Stocks. 

Group B — Business : Bank Clearings Outside New York City, Bradstreet's Price Indices. 

Group C — Banking : Rate on 4-6 Months Commercial Paper, Rate on 60-90 Day Commercial Paper. 



Explanation: Each one of the three curves is based upon a homogeneous 
group of statistical series, that is, the members of each group have synchron- 
ous cyclical fluctuations after having been corrected for seasonal variation 
and normal growth, and expressed in comparable units. In other words, the 
corrected series of each group fluctuate together. 

Our interpretation of the fluctuations of the three curves of the current 
index chart is based upon the relationship which was discovered among simi- 
lar curves for the period 1903-14. All three curves had wave movements, but 
the upward swings and the crests of the waves were not reached simultane- 
ously. The major movements of speculation preceded those of business by 
4 to 10 months, and the movements of business preceded those of banking by 
2 to 8 months. The sequence of movements holding for upward swings and 
crests also held for downward swings and troughs. 

The relationship between the curves which held for the pre-war period 
appears to have reestablished itself in 1919 so that the movements of the 
curves constitute a basis for forecasting. Our forecasts, however, are not 
based solely upon the index of general business conditions, but they allow for 

representing business, fell to the lowest point reached 
in a year. 

It is probable that the recession in commodity prices 
and business activity will continue at least until the 
turn of the year. In pre-war times a decline in rates on 
commercial paper, curve C, and a rise in speculation, 
curve A, have usually preceded a rise in business, curve 
B, by six to ten months. If the sequence holding in the 
past still persists, we may expect the money and specu- 
lative markets to give us a signal of a revival of busi- 
ness. 

Professor E. E. Day has completed a computation 
for the Review of the total agricultural output of the 



the differences in underlying conditions as revealed by economic analysis. 
Last autumn and winter, the persistent rise of rates on commercial paper, 
curve C, and the decline of speculation from the high point of October, 
curve A, forecasted a decline of business activity and commodity prices, 
curve B, to be inaugurated in the spring of 1920. In fact business unsettle- 
ment was noticeable in April and it has increased since that month while 
various indices of commodity prices have receded since May. 

The duration, rate, and extent of the recession in business activity and 
commodity prices depend upon the operation of two powerful opposing 
forces. On the one hand, the shortage of commodities and buildings, abnor- 
mal foreign demand for goods and credit, the railroad tie-up, and active retail 
trade in the United States make for immediate business activity or higher 
prices. On the other hand, inflated currency and credit, depleted reserves and 
increasing interest rates, all indicative of capital strain, make for a slackening 
of business activity and lower prices. At present the money market appears 
to be the crux of the situation, but we recognize the possibility of the 
entrance of other factors which may alter the course of developments. 

the annual agricultural output of the United States for 
the past six years, relative to the average for the five- 
year period 1909-13, are as follows: 



Year 
1920 . 
1919. 

1918. 



(Average for 1909-13 = 100) 

Index Year Index 

II4.8 I917 I08.4 

IO9.8 I916 IOO.4 

IQ7- 1 i9 J S "3-4 



The indices just given are not comparable. Crops in 
the United States, like population, increase in size, on 
the average, from year to year. A "normal" crop for 
1920 ought to be larger than a "normal" crop for, say, 
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1915- If we adjust the indices given above to a "nor- 
mal" which allows for the growth element we get the 
following "adjusted" figures: 

("Normal" Crop = 100) 



Year Index 

I92O 99.8 

I9 X 9 97-6 

I918 96.I 



Year Index 

1917 98.6 

19 16 •■• 9 2 -3 

i9 x 5 Io6 -3 



From this adjusted index it appears that the agricul- 
tural output for 1920 will be very nearly "normal." In 
addition it may be noted that crops are relatively larger 
this year than they were in any of the four years pre- 
ceding. The crop situation, then, is highly satisfactory 
and should aid greatly in an orderly readjustment of 
prices and business. 

Business 

The decline in August of curve B, representing busi- 
ness, is the result of widespread recessions in commodity 
prices from the July quotations. Bradstreet's index for 
September 1 is $17.97 compared with $18.83 on August 
1, a decline of 4.5 per cent. For the past two months the 
level of prices, according to this index, has been below 
that existing at the time of the signing of the armistice. 
All index numbers for the United States agree in showing 
price recessions in recent months. The dates of the 
turning points differ, however. The date of the high 
point for Bradstreet's index was February 1, while that 
for Dun's index and the index of the United States 
Bureau of Labor Statistics was May. 

The prices of clothing, textiles, and fibers, particu- 
larly cotton and cotton goods, were especially weak in 
August although there were significant recessions in 
hides, leather, sugar, tea, coffee, rice, and other articles. 
Iron, steel, coal, and coke continue to be quoted at high 
record figures but the tone of the comments on the con- 
dition of the markets in those commodities has changed. 
The passing of the railroad congestion, the increase in 
the production of pig iron and coal, the depression of 
the automobile industry, and the general slackening of 
business have made buyers feel confident that the pres- 
ent extreme prices for iron and coal will not be sur- 
passed. 

The volume of business during August, as measured 
by bank clearings outside New York City, experienced 
its usual seasonal decline. Clearings in August this year 
were 93.4 per cent of those in July compared with an 
average of 93.5 per cent for a series of years. 

The future of commodity prices and business depends 
largely upon the course of the money market. The 
present satisfactory banking situation makes it probable 
that the adjustment of business to lower commodity 
price levels will continue in an orderly fashion. The 
end of this period of adjustment appears not to be far 
distant. If easier rates should develop in late autumn 
or winter it would give a definite forecast of renewed 
activity in business. 



Banking 

No significant change has occurred in the banking 
situation since the first of the month. Such events 
as the success of the French government loan, the 
offering of several millions of time money in Wall 
Street on all-industrial collateral, the inward movement 
of gold, and the increase in bond prices in recent weeks 
are encouraging features. It is probable, however, that 
stringency in the money markets will not be relieved 
for some weeks. 

In the first half of September the same rates, 8 to 8i 
per cent, were quoted for commercial paper that ruled 
during August. Call loans were to be had at rates 
ranging between 6 and 10 per cent. Encouragement 
should be derived from the fact that the movement of 
the crops has been handled thus far without an increase 
in bank rates for loans. 

The reports of the combined federal reserve banks 
since spring indicate that the efforts of the Federal 
Reserve Board to control and limit credit expansion are 
succeeding. The net deposits of the combined banks 
are appreciably lower than they were in the first part of 
the year. In addition it may be pointed out that the 
statements of some 800 member banks reporting weekly 
to the Federal Reserve Board also show that bank 
credit is now under control. A year ago, the loans, dis- 
counts, and investments (including bills rediscounted) 
of the reporting banks amounted to nearly 18 billion 
dollars while today these items total slightly less than 
17 billions. To be sure, during the year the reporting 
banks increased the total of their bills payable and re- 
discounted with the federal reserve banks from 1,445 
millions to 2,201 millions, or over 50 per cent. Nearly 
the whole of this increase, however, took place between 
the autumn of 1919 and the spring of 1920. Since last 
spring the liabilities of reporting banks to the federal 
reserve banks increased only 5 or 10 per cent, compared 
with 40 or 50 per cent for the preceding six months. 

Speculation 

We may repeat what we said in our Advance Letter 
of September 1: "Extreme liquidation in security 
markets has apparently ended, but if money continues 
to be high during the autumn, as appears probable, the 
prices of securities can hardly be expected to rise 
greatly." 

In the first half of September the average prices of 
both industrials and rails have ruled consistently above 
the respective averages for August. The volume of 
trading has not been large. 

Bond prices turned upward in August and toward the 
end of the month the market became strong. The 
average yield on ten gilt-edged railroad bonds was 6.02 
in August compared with 6.21 in July. Dow, Jones and 
Company's bond index, based upon the combined aver- 
age price and yield of 40 representative corporation 
bonds advanced from 57.37 in July to 58.44 in August. 
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